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History
SUBJECT

Assignment of California Motion Picture and Television Production Credit 3.0 for
Disregarded Single Member Limited Liability Companies (SMLLC)

SUMMARY

This bill, under the Corporation Tax Law (CTL), would allow credit assignment of the
California Motion Picture and Television Production Credit 3.0 (Motion Picture

Credit 3.0) and the Certified Studio Construction Project Credit, by a disregarded
SMLLC to an affiliated corporation for credits that were assigned and claimed on a
timely filed tax return for taxable years beginning on or before January 1, 2025. In
addition, this bill would also make changes to property tax laws and the transactions
and use tax laws.

This is the Franchise Tax Board’s (FTB) first analysis of the bill and only addresses the
provisions that would impact the FTB.

RECOMMENDATION

No position—The three-member Franchise Tax Board has not formally voted or taken a
position on this bill.

SUMMARY OF AMENDMENTS
Not applicable.
REASON FOR THE BILL

The reason for the bill is to allow assignment of the Motion Picture Credit 3.0 by SMLLCs
if assigned and claimed on a tax return timely filed on or before January 1, 2025.

ANALYSIS

For purposes of the Motion Picture Credit 3.0 and the Certified Studio Construction
Project Credit, this bill would allow a credit, or any portion thereof, generated by a
disregarded SMLLC, eligible to be assigned to a corporation that, directly or indirectly,
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owns the disregarded SMLLC, or to an affiliated corporation of that corporation,
notwithstanding either of the following:

e The disregarded SMLLC is not considered a qualified taxpayer, as defined in
Motion Picture Credit 3.0 and the Certified Studio Construction Project Credit, as
that section read on January 1, 2025.

e The amount of credit allowed under Motion Picture Credit 3.0 and the Certified
Studio Construction Project Credit does not exceed the tax liability of the
disregarded SMLLC for purposes of the Motion Picture Credit 3.0 and the
Certified Studio Construction Project Credit, as that section read
on January 1, 2025, respectively.

For purposes of the credit assignment allowed by this bill, “affiliated corporation”
would additionally have the same meaning as defined in Motion Picture Credit 3.0
and the Certified Studio Construction Project Credit, as that section read on
January 1, 2025.

This provision would apply only to credits assigned and claimed on a timely filed tax
return with the FTB for taxable years beginning on or before January 1, 2025.

Effective/Operative Date

This bill would be effective January 1, 2026, and specifically operative for taxable years
beginning on or before January 1, 2025.

Federal/State Law

Federal Law

No comparable provision in federal law.
State Law

For taxable years beginning on or after January 1, 2011, for the California Motion
Picture and Television Production Credit 1.0 (Motion Picture 1.0), January 1, 2016, for
the California Motion Picture and Television Production Credit 2.0 (Motion Picture 2.0),
January 1, 2020, for Motion Picture 3.0, January 1, 2022, for the Certified Studio
Construction Project Credit, and January 1, 2025, for the California Motion Picture and
Television Production Credit 4.0 (Motion Picture Credit 4.0), state law allows qualified
taxpayers a tax credit in an amount equal to the applicable percentage of the
qualified expenditures for the production of a qualified motion picture in California.

For the Motion Picture Credit 3.0, the Certified Studio Construction Project Credit, and
Motion Picture Credit 4.0, for taxable years beginning on or after January 1, 2025, a
qualified taxpayer includes a SMLLC that is disregarded for tax purposes. Additionally,
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for taxable years beginning on or after January 1, 2025, the requirement that the credit
amount exceeds a qualified taxpayer’s tax liability is removed for qualified taxpayers
to assign credits. To assign the credit, the credit amount does not need to exceed the
qualified taxpayer’s tax liability. In addition, if the qualified taxpayer is a disregarded
SMLLC, the qualified taxpayer can elect to assign any portion of its credit to one or
more affiliated corporations as if they made the federal election to be classified as an
association taxable as a corporation. Section 23036(i), related to the limitation on
assigned credits for disregarded entities, is inapplicable and specifies that proration
when more than one taxpayer shares in costs is inapplicable if the credit is assigned.

For the purposes of the Motion Picture Credit 1.0 and 2.0, credits generated by a
disregarded SMLLC are not ineligible for assignment to a corporation that, directly or
indirectly, owns the disregarded SMLLC, or to an affiliated corporation of that
corporation, if either of the following:

e The disregarded SMLLC is not considered a qualified taxpayer, as defined in
Motion Picture Credit 1.0 and 2.0 programs.

e The amount of credit allowed under Motion Picture Credit 1.0 and 2.0 does not
exceed the tax liability of the disregarded SMLLC for purposes of the Motion
Picture Credit 1.0 and 2.0 programs.

This rule applies only when the credits affected were assigned and claimed on a tax
return timely filed with the FTB on or before January 1, 2025.

Implementation Considerations
None noted.

Technical Considerations

None noted.

Policy Considerations

None noted.

LEGISLATIVE HISTORY

AB 1138 (Zbur, et al., Chapter 27, Statutes of 2025), under the Personal Income Tax Law
(PITL) and CTL, for purposes of the Motion Picture Credits 3.0 and 4.0, modified the
definitions of “independent film,” “qualified motion picture,” and “qualified taxpayer,”
modified the credit percentage amounts allowed for a qualified motion picture, and
for the purposes of a certified studio construction project, modified the qualified
taxpayer requirement. This bill also removed the requirement that a credit exceed the
qualified taxpayer’s tax liability in order to assign any portion of the credit. Additionally,
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this bill, under CTL, for purposes of the Motion Picture Credits 1.0 and 2.0, allows credit
assignment by a disregarded SMLLC for credits assigned and claimed on a timely filed
tax return filed with the FTB on or before January 1, 2025.

SB 132 (Senate Committee on Budget and Fiscal Review, Chapter 17, Statutes of 2025),
for purposes of the Motion Picture Credit 4.0, increased the aggregate amount of
credits that may be allocated annually by the California Film Commission (CFC) from
$330 million to $750 million for the 2025-2026 fiscal year through the 2029-2030 fiscal
year. The change made by this bill was also incorporated into chaptered bill

AB 1138 (Zbur, et al., Chapter 27, Statutes of 2025).

SB 132 (Senate Committee on Budget and Fiscal Review, Chapter 56, Statutes of 2023),
among other things, allowed a new Motion Picture Credit 4.0 for taxable years
beginning on or after January 1, 2025, to a qualified taxpayer for qualified
expenditures to produce a qualified motion picture in California. In addition, a
qualified taxpayer could make a one-time irrevocable election in the first taxable year
to be paid a refund at a discounted rate, spread equally over 5 years. This bill also, for
Motion Picture Credit 3.0, revised the definitions of “recurring television series” and
“diversity plan,” increased the certification period for a certified studio construction
project to 5 years, and made other nonsubstantive changes.

SB 144 (Portantino, et al., Chapter 114, Statutes of 2021) amended the existing motion
picture credit under the PITL and CTL, to provide for an additional credit for
expenditures related to the production of a qualified motion picture at a certified
studio construction project. This bill also added new provisions relating to the
certification procedures of a project that are administered by the CFC.

SB 871 (Senate Committee on Budget and Fiscal Review, Chapter 54, Statutes of 2018)
allowed a new Motion Picture Credit 3.0 for taxable years beginning on or after
January 1, 2020, to a qualified taxpayer for qualified expenditures to produce a
qualified motion picture that is a certified studio construction project in California.

PROGRAM BACKGROUND
None noted.

OTHER STATES’ INFORMATION
None noted.

FISCAL IMPACT

FTB anticipates minimal costs to implement this bill.
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ECONOMIC IMPACT
Revenue Estimate

This bill would result in the following revenue loss:

Estimated Revenue Impact of AB 863 as Amended August 28, 2025
Assumed Enactment by October 12, 2025

($ in Millions)
Fiscal Year Revenue*
2025-2026 -$0.4
2026-2027 -$0.6
2027-2028 -$0.7

*Estimated impact of carryover credits.

This analysis does not account for changes in employment, personal income, or gross
state product that could result from this bill or for the net final payment method of
accrual.

Revenue Discussion

Motion Picture Credit 3.0 and the Certified Studio Construction Project Credit

Using data from the FTB and the CFC, it is assumed that the changes made to Motion
Picture Credit 3.0 and the Certified Studio Construction Project Credit would
accelerate credit usage. Because the aggregate credit amount available for
allocation is limited, there will be a reciprocal decrease in credits claimed in the
outyears. This would result in a moderate increase in the amount of credit claimed in
the budget window and is reflected in the table above.

LEGAL IMPACT
None noted.
EQUITY IMPACT

None noted.
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APPOINTMENTS

None noted.
SUPPORT/OPPOSITION
None on file.
ARGUMENTS

None on file.
LEGISLATIVE CONTACT

FTBLeqislativeServices@ftb.ca.gov
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